Familienunternehmen und KMU 



Oliver Ahlers 

Family Firms and 
Private Equity 

A Collection of Essays on Value 
Creation, Negotiation, and Soft Factors 




Springer Gabler 



RESEARCH 




Familienunternehmen und KMU 



Edited by 

A. Hack, Berne 

A. Calabro, Witten/Herdecke 

H. Frank, Vienna 

F. W. Kellermanns, Tennessee 

T. Zellweger, St. Gallen 



Both Family Firms and Small and Medium Sized Enterprises (SME) feature a 
number of distinct behaviors and characteristics which could provide them with 
a competitive advantage in the market but could also lead to certain risks. The sci- 
entific series at hand presents research which provides an empirical and theoretical 
contribution to the investigation on these specific characteristics and their impact 
on business practice. The overall aim of this series is to advance the development of 
theory in the areas of family firm and SME management. 



Edited by 

Professor Dr. Andreas Hack 
University of Berne 

Professor Dr. Hermann Frank 
Vienna University of Economics and 
Business 



Professor Dr. Andrea Calabro 
University of Witten/ Herdecke 

Professor Franz W. Kellermanns, Ph.D. 
University of Tennessee 



Professor Dr. Thomas Zellweger 
University of St. Gallen 



Oliver Ahlers 



Family Firms 
and Private Equity 

A Collection of Essays on 
Value Creation, Negotiation, 
and Soft Factors 

Foreword by Prof. Dr. Andreas Hack 



4^ Springer G a bier 



Oliver Ahlers 
Vallendar, Germany 



Dissertation WHU - Otto Beisheim School of Management, Vallendar, 2013 



ISBN 978-3-658-04093-2 ISBN 978-3-658-04094-9 (eBook) 

DOI 10.1007/978-3-658-04094-9 

The Deutsche Nationalbibliothek lists this publication in the Deutsche Nationalbibliografie; 
detailed bibliographic data are available in the Internet at http://dnb.d-nb.de. 

Library of Congress Control Number: 2014945239 

Springer Gabler 

© Springer Fachmedien Wiesbaden 2014 

This work is subject to copyright. All rights are reserved by the Publisher, whether the whole 
or part of the material is concerned, specifically the rights of translation, reprinting, reuse of 
illustrations, recitation, broadcasting, reproduction on microfilms or in any other physical 
way, and transmission or information storage and retrieval, electronic adaptation, compu- 
ter software, or by similar or dissimilar methodology now known or hereafter developed. 
Exempted from this legal reservation are brief excerpts in connection with reviews or schol- 
arly analysis or material supplied specifically for the purpose of being entered and executed 
on a computer system, for exclusive use by the purchaser of the work. Duplication of this 
publication or parts thereof is permitted only under the provisions of the Copyright Law of 
the Publisher s location, in its current version, and permission for use must always be obtained 
from Springer. Permissions for use may be obtained through RightsLink at the Copyright 
Clearance Center. Violations are liable to prosecution under the respective Copyright Law. 
The use of general descriptive names, registered names, trademarks, service marks, etc. in this 
publication does not imply, even in the absence of a specific statement, that such names are 
exempt from the relevant protective laws and regulations and therefore free for general use. 
While the advice and information in this book are believed to be true and accurate at the date 
of publication, neither the authors nor the editors nor the publisher can accept any legal re- 
sponsibility for any errors or omissions that may be made. The publisher makes no warranty, 
express or implied, with respect to the material contained herein. 

Printed on acid-free paper 

Springer Gabler is a brand of Springer DE. 

Springer DE is part of Springer Science+Business Media, 
www. springer- gabler. de 



Foreword 



“Family companies are living experiments in holding on and letting go. The good ones know 
how to do both well.” (John A. Davis) 

Ensuring succession is a key challenge for all family businesses. However, passing the 
baton to the next family generation and keeping the business sound in the long run is 
tremendously difficult. It is a well known fact that many family businesses do not survive 
beyond the first or second generation. 

Researchers on family businesses have not been inactive on the issue of family 
business succession. An impressive stock of knowledge has been generated on how the 
succession of the family business could work well. Surprisingly, previous research strongly 
focused on internal family solutions to succession. Indeed, research so far has often 
disregarded succession paths involving situations in which the family would “let go” of the 
business and transfer ownership and management to “outsiders”. 

This is the point of departure for the thesis at hand. In his work, Oliver Ahlers 
investigates the external succession route for family firms and in particular management 
buyouts that involve private equity (PE) firms who assume ownership and/or take over the 
management of the former family business. In particular, Mr. Ahlers investigates different 
facets of the buyout deal such as the valuation of the family business, negotiations between 
family and non-family sellers, and how soft factors such as trust and commitment play a role 
in deal-making. 

Oliver Ahlers uses different theories and methodological approaches to shed light on 
buyout deals. He is among the first to apply real options theory to family business research 
and to develop a conceptual valuation model. Mr. Ahlers’ valuation model is specific to 
family firms and puts the family at the center of business valuation whose role can be value- 
enhancing or value-decreasing. But Mr. Ahlers does not limit his work to conceptual 
thoughts. He collected a unique and singular empirical sample which comprises responses 
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from high-profile PE managers who realized buyout deals across Europe. Getting data on 
buyouts is highly difficult due to the confidentiality that accompanies buyouts. This makes his 
extensive statistical analysis extremely valuable. 

The empirical sample was used to investigate negotiations and soft factors affecting 
buyouts. His empirical results indicate that bidder competition, expertise, and seller’s time 
pressure do have effects on the acquiring PE firm’s bargaining power. Additionally, PE firm’s 
specialization on the size of buyout deals and certain structures of family firms are found to 
have moderating effects on the PE firm’s bargaining power. Furthermore, Mr. Ahlers points 
out that affective commitment, a key determinant of strong relationships, plays a role in 
buyouts and that goal congruence and trust are its antecedents. He also shows that family 
sellers show higher affective commitment and moderate the role of trust - indicating a higher 
need for positive relationships and trust. 

Mr. Ahlers' thesis makes a truly valuable research contribution. It deals with a topic in 
family business research that certainly deserves more attention and coverage. Not only is it 
based on convincing and diverse theoretical reasoning, but also on an in depth review of the 
literature and a strong empirical analysis. In fact, this thesis goes beyond that which is 
generally expected of a doctoral dissertation. 

I do believe that Mr. Ahlers thesis deserves high attention among researchers and 
management practitioners alike. It is especially recommended for private equity managers, 
family business CEOs and managers or shareholders, advisors to family businesses, and 
ultimately all those with an interest in family firms and private equity. 



Prof. Dr. Andreas Hack 



Preface 



When I entered university to study business administration, I was surprised to find special 
courses on family businesses available in the university’s course calendar. Until then, I did 
not consciously perceive that there was a difference between family and non-family 
businesses. I thought at the time “It was certainly nothing that deserved special lectures and 
seminars”. Growing up in a family business myself, it naturally appeared to me as the most 
common form of business organization. Since being a little boy, it was clear that the 
production halls of our family business could be used as a giant playground for my friends 
and I. Listening to my parents talking about successful sales pitches, non-paying clients, sick 
employees, or new tax regulations over dinner was nothing special. Working in the business 
was a regular duty to earn a little pocket money. 

Nevertheless, I was curious and decided to enroll for the aforementioned family 
business course to find out more about it. I did not really expect much but then it turned out 
that it was all there! It was fascinating to reflect and to understand what this type of business 
is all about. I could easily connect theory and practice and began to make sense of what I had 
already experienced for quite some time. In fact, I understood that I was the researcher and 
the object of study at the same time. This was the beginning of my scientific interest in family 
businesses. Now, more than 10 years later, this book is my doctoral thesis, and still, there is 
this fascination and interest that inspired me to start the doctoral journey. 

I submitted my doctoral thesis at the WHU- Otto Beisheim School of Management. It 
was chaired by Professor Dr. Andreas Hack & Professor Franz W. Kellermanns, Ph.D. whom 
I would both sincerely like to thank for supervising my thesis. I highly appreciate their 
guidance, support, and advice over the course of my dissertation project and I always loved to 
discuss my thoughts and ideas with them. There was no idea or thought that Andreas was not 
able to challenge to take it to the next level and no statistical problem Franz could not give 
advice on. Contrary to commonly held beliefs that professors do not invest time in their 
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students, Andreas and Franz were always approachable and available. It was hard to meet 
their standards, but rewarding when this was achieved. Without their deep commitment and 
professional expertise, this doctoral thesis would not have been possible. 

Furthermore, I express my deep gratitude to my parents, Anke and Fritz. They never 
pushed me, but gave me the freedom and support to follow my own path. They are my role 
models, both as parents as well as entrepreneurs. I also thank my grandmother Gerda whose 
discipline and optimism has always been a source of inspiration and my brother Michael 
whom I can always count on. 

Next, I appreciate the support of my colleagues and fellow doctoral students at the 
WHU. In particular, I appreciate the company of Stephan Wessel with whom I shared many 
doctoral seminars and countless phone calls that helped both of us to improve not only our 
doctoral thesis, but also to develop a close friendship. I would also like to thank David 
Gorecki, Cristian A. Herrera Riquelme, and Tommaso Rooms for an unforgettable time at the 
London School of Economics and Political Science and a friendship that connects the four of 
us despite significant geographical distance. 

Finally, I cannot thank my wife Berith enough. Whenever I felt down, Berith was 
there to cheer me up. Whenever I tended to descend into the world of research, Berith pulled 
me back to reality. Whenever I lost faith, Berith brought it back - always with a smile. I 
cannot think of more fortunate circumstances than her sitting at the desk just opposite mine 
during the time of my thesis. I just had to look up from my papers and there it was: her 
beautiful smile that made my world look brighter. To her I dedicate this thesis. 



Oliver Ahlers 
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Introduction 



1.1 Relevance and background 

Family firms are of particular significance for the global economy (IFERA, 2003; Anderson 
& Reeb, 2003; Morck & Yeung, 2003; Astrachan & Shanker, 2003; Klein, 2000). Prior 
research acknowledges that family firms are considerably different from non-family firms and 
the source of distinction clearly is the "family" (Sharma, 2004). Although family firms are a 
heterogeneous group with varying degrees of family influence, differences in size, industry 
and geography (Chua, Chrisman, Steier et al., 2012; Chrisman, Chua, Pearson et al., 2012; 
Tsang, 2002), they all face the same challenge sooner or later — to ensure succession, and the 
survival of the firm as a family-owned entity (Cabrera-Suarez, de Saa-Perez, & Garcia- 
Almeida, 2001). 

Succession is a highly difficult issue for family businesses. When family owners have 
to secure family succession, it is a decision overshadowed by emotions (Sharma, Chrisman, & 
Chua, 2003; Miller, Steier, & Le Breton-Miller, 2003). This is unsurprising, as a key driver 
for many family firms is to secure trans-generational control over the business (Zellweger, 
Kellermanns, Chrisman et al., 2011). Emotional attachment is what most family entrepreneurs 
feel when it comes to the question of how their "lifetime achievement" will continue once 
they leave the business (Zellweger & Astrachan, 2008). There are a number of reasons why 
family succession might fail. Most importantly, the incumbent family CEO is unwilling to let 
go or there simply is no willing and/or qualified family successor available (Kets de Vries, 
1993; Sharma, Chrisman, Pablo et al., 2001; Sharma & Irving, 2005). 

The risks of family succession have significant macroeconomic implications. In 
Germany it was estimated that -100,000 family firms have to secure succession between 2010 
and 2014 and of these firms a majority will be unable to find a successor within the 
boundaries of the family (Hauser, Kay, & Boerger, 2010). The increasing difficulty to secure 

O. Ahlers, Family Firms and Private Equity, Familienunternehmen und KMU, 

DOI 10.1007/978-3-658-04094-9 1, © Springer Fachmedien Wiesbaden 2014 
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succession of the family business is not only present in Germany, but a pressing global issue 
(PWC, 2012). For example, the EU estimated that the ownership of -450,000 SMEs (a 
majority of them are family firms) 3 is being transferred each year in Europe and among them 
-150,000 firms with -600,000 employees are at risk because ownership transfer is conducted 
"inefficiently" (Calogirou, Houdard-Duval, & Perrin-Boulonne, 2010). What opportunities do 
family firms have to ensure succession if no family successor is available? 

It is possible to take a succession route outside of the family. "External" family 
succession is when a non- family member takes over a business. Prior family business research 
has been primarily concerned with how to secure intra-family succession and neglected the 
external succession route (Howorth, Westhead, & Wright, 2004; Niedermeyer, Jaskiewicz, & 
Klein, 2010). There are multiple options to ensure ownership transition in the external 
succession route, such as trade sale, IPO and management buyouts (Scholes, Westhead, & 
Burrows, 2008; Goossens, Manigart, & Meuleman, 2008). Trade sale involves the sale to 
another company, which might even be a competitor (Scholes, Wright, Westhead et al., 

2007) . However, in a trade sale the identity and culture of the former family firm can be put at 
risk (Scholes et al., 2007). An initial public offering (IPO), the start of public quotation, is a 
complex and costly process, and thus, only an option for large family firms (Scholes et al., 

2008) . Management buyouts which usually involve private equity (PE) firms are another 
option. In general, a buyout is when PE firms together with the incumbent and/or external 
management take over the business (Meuleman, Amess, Wright et al., 2009). 

Buyouts can have some advantages over IPO and trade sale. Firstly, in a buyout the 
former family business could ensure independent ownership and maintain (at least part of) the 
family culture, as PE firms usually treat their portfolio firms on a standalone basis, i.e. they 
remain independently run companies (Jensen, 1989; Scholes et al., 2007). Secondly, members 



3 The EU study specifically refers to SMEs — which is not fully congruent with the term "family firm". However, 
it is estimated that the majority of SMEs are family firm s (IFB, 2011). 
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of the family could stay associated with the business if they prefer to do so (Scholes et ah, 
2008; Niedermeyer et al., 2010). Thirdly, the majority of the management team could remain 
in place if the management buyout is structured accordingly (Scholes et al., 2007). 

There is certainly potential for conflict between PE investors and family firms. Family 
firms constitute an important deal source for PE firms (Scholes, Wright, Westhead et al., 
2009). However, according to existing research, there is considerable potential for conflict 
because family firms and PE firms may follow very different business "philosophies" 
(Dawson, 2011; Poech, Achleitner, & Burger-Calderon, 2005). Family firms are known to 
have a long-term perspective on the business and often pursue non-financial goals (Berrone, 
Cruz, & Gomez-Mejia, 2012) whereas PE firms buy businesses in order to resell them with a 
profit (Braun, Zacharias, & Latham, 2011; Tappeiner, Howorth, Achleitner et al., 2012). 
Furthermore, PE firms have been widely criticized for unsustainable performance effects in 
portfolio firms (Wright, Amess, Weir et al., 2009). 

PE firms increasingly face competition from peers and have to specify their value 
proposition as well as build up capabilities to succeed in a difficult market environment 
(Wilson, Wright, Siegel et al., 2012; Cressy, Munari, & Malipiero, 2007). Specifically, PE 
firms need to source deals and have to successfully increase the economic value of their 
portfolio companies (Kaplan & Stromberg, 2009). However, PE firms are not always able to 
successfully create value in former family firms (Wulf, Stubner, Gietl et al., 2010) and the 
general perception PE firms have of family firms tends to be negative (Granata, 2010; 
Dawson, 2011). In order for PE firms to successfully buy a family business, they may need to 
build up their knowledge on how to target and deal with family firms over the lifecycle of a 
management buyout (Tappeiner et al., 2012; Burkhardt, 2008). 

Prior research has largely neglected the subject of family firms and PE. The status quo 
of research on family firms and PE has been described as being still in an early stage of 
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development (Tappeiner et al., 2012). This is surprising for a number of reasons. Firstly, 
buyouts of non-family businesses are very complex and adding the familial dimension only 
adds to this complexity. Secondly, ownership transition of family firms is of tremendous 
economic importance because of the prevalence of family firms in the global economy 
(Calogirou et al., 2010; Hauser et al., 2010). Thirdly, management buyouts as means for 
transfer of ownership in family firms are often related to the main strategic challenge of 
family firms, i.e., succession (Cabrera-Suarez et al., 2001). Therefore all means available for 
accomplishing transfer of ownership should be thoroughly investigated (Ho worth et al., 2004; 
Niedermeyer et al., 2010). Lastly, it is particularly interesting how different business 
philosophies (i.e. family firms and PE) interact and how they could create mutually beneficial 
outcomes (Poech et al., 2005; Dawson, 2011). 

The main objectives of this Ph.D. thesis are as follows. Firstly, this thesis intends to 
investigate the neglected topic of buyouts in family firms involving PE. The focus is on topics 
that have been previously regarded as either "puzzling", such as the valuation of family firms 
in buyouts, or "pressing", because such issues have been particularly neglected by previous 
researchers, including issues surrounding the negotiation stage. 4 Furthermore, some previous 
research findings lack sound quantitative empirical evidence, such as "relationship factors" in 
buyout deals. 5 This thesis relies largely on quantitative empirical research in order to verify 
and validate previous research. Secondly, this thesis hopes to inform practitioners of both 
buyers (PE firms) and sellers (family firm owners) in buyouts. Although the essays that make 
up this thesis usually employ the perspective of the buyer, they certainly also imply important 
insights of great relevance for the seller. The findings of this thesis may help to facilitate 
management buyouts in family firms and make them more successful by creating win-win 
situations for buyers and sellers alike. 

4 See the literature review of this thesis (chapter 1.3) 

5 See the literature review of this thesis (chapter 1.3) 
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1.2 Basic terms 

In the following descriptions the basic terms of this research project will be explained and 
defined. The basic terms are "family firms", "private equity", "buyouts", and the "stylized 
investment process". 

1.2.1 Family firms 

The task of defining the term "family firm" 6 is challenging for researchers. Although family 
firm researchers have acknowledged the importance of an accurate and consistent definition 
of the family firm, still no widely accepted definition prevails (Handler, 1994; Litz, 1995; 
Hack, 2009; Sharma, 2004). For example, one paper identified 44 different definitions of 
family firms over a period of ten years (Habbershon, Williams, & Daniel, 1998). Another 
recent work has reviewed a total of 28 definitions (Miller, Le Breton-Miller, Lester et al., 
2007). Early research on family firms already encountered a "paradox" when family firms 
have to be defined (Lansberg, 1988). Landsberg (1988) argues people usually have an 
intuitive understanding of family firms, but struggle with giving precise and consistent 
definitions. Having no consistent definition of family firms is problematic for all research 
efforts because such a definition is needed to differentiate family from non-family firms, to 
ensure reliability of research efforts, and to make research studies comparable (Smyrnios, 
Tanewski, & Romano, 1998; Habbershon & Williams, 1999; Klein, 2000). Although some 
progress has been made in this debate, considerable differences remain (Astrachan, Klein, & 
Smyrnios, 2002; Chrisman, Chua, & Sharma, 2005). The key works and insights on how to 
define family firms are discussed below. This section concludes with a definition on how the 
term "family firm" is used in this thesis. 

Initial attempts to describe and to distinguish family firms have been made by 
conceiving family firms as a collection of systems or institutions. Early conceptions of family 



6 The terms "family business" or "family-owned business" are understood to be synonymous. 
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firms illustrate them as two overlapping circles — that of the family and that of business 
(Landsberg, 1983). Later on, a third circle was introduced by Taguiri & Davis (1983, re- 
printed 1996) adding to those of family and business with one representing the ownership 
system. The key lesson from these models is that different "circles" create divergent role 
requirements, perceptions, needs, objectives, pressures, and conflicts for the family 
(Landsberg, 1983; Tagiuri & Davis, 1996). The overlaps of circles can also represent the 
strategic challenges for the family business, such as how to ensure succession (Hoy & Verser, 
1994). The circle models can assist in understanding how family firms differ and highlight 
important parameters of family firm configurations, such as ownership, management, and the 
family (Gersick, 1997). However, it remains challenging to derive a clear definition of family 
firms from the circle models because one can think of multiple possible combinations of 
circles and associated characteristics. Much of the recent research on family firms has 
addressed this issue and two main approaches to define family firms have evolved — 
"components-of-involvement" and "essence" approaches (Chrisman et al., 2005). 

"Components-of-involvement" and "essence" approaches define family firms from 
two different perspectives. Approaches in the "components-of-involvement" category 
consider family firms as observable configurations of family involvement in businesses which 
could be in management, ownership, or governance roles and often conceptually built upon 
the three-circle model (Chrisman et al., 2005). Definitions in the "components-of- 
involvement" category vary in terms of specific boundaries, such as minimum share of 
ownership or participation in management roles by family members used to distinguish family 
firms from non-family firms. For example, the minimum share of ownership used by 
researchers to classify a firm as a family firm differs widely — ranging from 100% to 5% 
(Chua, Chrisman, & Sharma, 1999; Villalonga & Amit, 2006). The "components-of- 
involvement" approach has been criticized due to a lack of theoretical reasoning on how 
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certain levels of family influence translate into distinct family firm behavior (Chua et al., 
1999; Hack, 2009). This criticism has led to more theory-driven definitions that put the 
"essence" or outcome of family involvement at the center of family firm definitions 
(Chrisman et ah, 2005). Outcomes of family behavior can become apparent in multiple 
dimensions such as in the firms’ strategies influenced by the family (Ward, 1988; Sharma, 
Chrisman, & Chua, 1997), the firms' resources and capabilities (Habbershon, Williams, & 
MacMillan, 2003; Habbershon & Williams, 1999; Sirmon & Hitt, 2003; Eddleston, 
Kellermanns, & Sarathy, 2008), and the need for forms of family control over the business 
(Litz, 1995; Sharma, 2004; Zellweger et al., 2011). Thus, family involvement as such is a 
necessary, but insufficient alone as a condition for defining the family firm, i.e. capturing its 
essence (Chrisman et al., 2012; Chrisman et al., 2005). However, Hack (2009) argues the 
main theoretical difficulties known from the "components-of-involvement" approach also 
apply to the "essence" approaches because it is still questionable whether specific levels allow 
for a distinction between family and non-family firms. 

"Components-of-involvement" and "essence" approaches to define family firms are 
converging somewhat in the "F-PEC scale". Astrachan, Klein & Smyrinos (2002) proposed to 
capture the varying degree of family influence with the F-PEC scale of family influence 
which is comprised of the three subscales of power (P), experience (E), and culture (C). In the 
logic of the F-PEC, the subscales are consolidated as one metric variable (Klein, Astrachan, & 
Smymios, 2005). Of key importance is the power scale that comprises the sub-dimensions of 
family influence through ownership, management, and/or governance (Klein et al., 2005). The 
experience scale covers the quantitative and generational involvement of family members in 
the business (Astrachan et al., 2002). The culture scale examines how family values are 
reflected in the business (Klein et al., 2005). The main contribution of F-PEC to the debate on 
family firm definitions is the variety of family influence dimensions it covers and the 
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conception of family influence as being interchangeable, leading to a "continuum" of family 
firms (Sharma, 2004). However, the interchangeability of the F-PEC components may 
simultaneously be the greatest weakness of this approach, as very different family 
configurations can yield the same level on the F-PEC scale (Hack, 2009). By simplifying 
different dimensions of family influence into one variable, one could neglect the importance 
of each individual dimension. Further, the F-PEC has been criticized for significant data 
requirements which are needed for its calculation and also because measurement of several 
variables is not possible on the basis of cross-sectional data (Zellweger, 2006). 

Raising awareness of the heterogeneity of family firms has still not triggered a 
universal definition. Current research debates acknowledge that family firms display a 
considerable degree of heterogeneity, rather than being a homogenous group (Tsang, 2002; 
Chua et al., 2012; Melin & Nordqvist, 2007). While some typologies of family firms have 
emphasized their heterogeneity instead of dichotomous treatments (Sharma, 2004; Westhead 
& Howorth, 2007), these approaches often suffer from a certain degree of simplification 
(Hack, 2009). Presently, the composition of objectives in family firms, governance structure, 
resources and capabilities, as well as the industry (environment), are seen as key sources for 
heterogeneity of family firms (Chua et al., 2012). Statistical techniques of mediation and 
moderation analysis have triggered more differentiated results often combining elements from 
the "involvement" and "essence" definitions. For example, Chrisman et al. (2012) identified 
factors of "family essence" to mediate the relationship between family involvement 
("components of involvement") and adoption of non-financial objectives. Other researchers 
have emphasized that the composition of family firms' objectives can be shaped by 
considerations of different dimensions of SEW 7 . For example, some family firms could accept 
higher risks to ensure family control while others would be willing to pollute less to create a 



7 SEW is a key theory used in family firm research and will be explained in chapter 2. 
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positive company image (Gomez-Mejia, Haynes, Nunez-Nickel et al., 2007; Gomez-Mejia, 
Makri, & Larraza-Kintana, 2010; Berrone, Cruz, Gomez-Mejia et al., 2010). The importance 
of non-financial goals that contribute to the affective endowment of the family is ultimately 
what distinguishes a family firm from a non- family firm — "its essence" (Berrone et al., 2010). 
The recent emphasis on heterogeneity of family firms makes it even more difficult to agree on 
a consistent definition of family firms. However, research approaches that capture various 
aspects of family firms' distinctiveness might be required and justified given the diversity of 
family firms. 

If one accepts the diversity of family firms, every research consequently has to justify 
and explicitly give a definition of family firms. In empirical studies of family firms, 
quantifiable operationalizations are usually based on structural criteria such as ownership, 
which can serve as proxies for more sophisticated measurement (Astrachan et al., 2002; 
Engelskirchen, 2007). For example, high correlations between power and culture subscales 
are found for the F-PEC (Klein et al., 2005). For this thesis, family firms are defined as those 
firms with at least 50% of ownership concentrated among family owners, and which have 
member(s) of the family active in the business, whether it be in management or governance 
roles. This definition is consistent with those of leading researchers in the field (Eddleston & 
Kellermanns, 2007; Eddleston, Kellermanns, & Zellweger, 2012; Eddleston et al., 2008). 
When there is no comparison of family with non-family firms as in chapter 5, various factors 
of family influence such as "generational ownership dispersion" and "family members in the 
business" are used to account for and investigate the variations among the sample of family 
firms (Ling & Kellermanns, 2010). 
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1.2.2 Private equity firms 

In this section, the nature of private equity (PE) firms is explained, including how such firms 
invest and how they are different from "traditional" companies. Furthermore, it describes how 
PE firms try to increase the value of their portfolio companies. 

PE firms are investment companies focused on the acquisition of established 
companies. In general, PE “(...) provides capital to invest in unquoted companies including 
public companies that are de-listed as part of the transaction. These investments may take the 
form of a purchase of shares from an existing shareholder (a buy-out if control is acquired) 
or an investment in new shares providing fresh capital to the investee company (development 
capital )” (Gilligan & Wright, 2008, p. 10). 8 In the early 1980s, the first PE firms appeared in 
the U.S. and became prominent by realizing a rising number of acquisitions often involving 
large amounts of debt to finance transactions (Jensen, 1989). Since then, PE firms have spread 
globally and received considerable media attention and criticism (Wright et al., 2009). PE 
firms usually acquire the majority stakes in corporations and focus their investments on 
established companies which are usually characterized by stable cash flow streams. 
Investment in more developed companies ("later stage") rather than investments in companies 
that are just emerging or newly found ("early stage") is what distinguishes PE from VC as an 
investment class (Cumming & Johan, 2009). Businesses which are acquired by PE firms are 
usually referred to as "portfolio firms" or "PE-backed firms" or “investee company”. 

PE firms differ from "traditional" companies. PE firms are active investors, i.e. 
actively monitor, advise, and support the companies they are invested in and intend to re-sell 
or IPO the business to realize financial gains (Bottazzi, Da Rin, & Hellmann, 2008; Kaplan 
& Stromberg, 2009). Put differently, PE firms "buy to sell" (Barber & Goold, 2007, p. 54). PE 
firms show different characteristics related to size and composition of respective investment 



8 A broader definition of the term private equity would include funding for early stage (venture capital) 
investments (Klockner, 2009). 
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portfolios as well as their investment strategy (Gupta & Sapienza, 1992; Amram & 
Kulatilaka, 1999; Cressy et al., 2007). Interaction with portfolio firms is the responsibility of 
PE firms' investment managers, who regularly meet management teams of portfolio firms and 
who are represented on governance boards (Klockner, 2009). Some researchers consider the 
way PE firms do business as being superior and already predicted the "eclipse of the public 
corporation" due to its widespread inefficiencies in the use of free cash flow which is 
suppressed by PE firms (Jensen, 1989). Essentially, PE firms exist as intermediaries who raise 
certain funds which in turn are invested in acquisition targets, i.e. portfolio firms (Axelson, 
Stromberg, & Weisbach, 2009). 9 PE funds are comprised of capital provided by various 
investors over many years (e.g. pension funds) (Wright et al., 2009). Technically, PE funds 
are structured as limited partnerships where investors act as limited partners (LPs) and PE 
firms take over the role of general partners (GPs) (Axelson et al., 2009). Portfolio firms 
remain legally independent and PE firms are able to gain profits if the value of portfolio firms 
at the time of exit exceeds the acquisition price. 

A key issue of PE firm research is how PE firms perform. It has been shown in prior 
research that PE-backed buyouts often lead to superior performance of portfolio firms 
(Boucly, Sraer, & Thesmar, 2011; Brown, Fee, & Thomas, 2009; Cumming, Siegel, & 
Wright, 2007; Amess, 2002; Amess, 2003; Gottschalg & Wright, 2008; Cressy et al., 2007; 
Wilson et al., 2012), and PE firms can provide their own investors with significant returns, 
although with some variance (Nikoskelainen & Wright, 2007; Cumming et al., 2007; Kaplan 
& Schoar, 2005). PE firms can use multiple instruments to achieve profitable performance. 
Dimensions of value creation in portfolio firms can be divided into financial, governance, and 
operational "engineering" (Kaplan & Stromberg, 2009). In particular, managers are motivated 
by incentives such as provision of substantial equity stakes (Kaplan, 1989; Heel & Kehoe, 

9 In this Ph.D. thesis the term "PE firm" and "buyout fund" are used synonymously unless a distinction is 
required. 
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2005; Jensen, 1989) and disciplined in their use of free cash flows due to regular repayment 
of debt, typically put on the balance sheet of the buyout target (Wright et ah, 2009; Jensen, 
1986). Additionally, PE firms continuously monitor the performance of their portfolio 
companies, participate in smaller governance boards, frequently meet management teams, and 
do not hesitate to lay-off underperforming management teams (governance engineering) (Heel 
& Kehoe, 2005; Acharya, Kehoe, & Reyner, 2009). Operational engineering consists of all 
measures designed to improve operational performance (Kaplan, 1989; Smith, 1990), but 
which also add value to their portfolio firms via strategic advice often focused on growth 
initiatives (Nikoskelainen & Wright, 2007; Wilson et al., 2012). Thus, PE firms are able to 
complement existing resources and capabilities of management teams (de Clercq & Dimov, 
2008; Meuleman et al., 2009). To do so, PE firms increasingly develop industry 
specializations (Cressy et al., 2007), which is recognized as the main factor in the success of 
PE firms' future ability to create value in buyout firms, marginalizing the role of financial 
engineering, governance engineering, and multiple arbitrage (Kaplan & Schoar, 2005; 
Kaplan, 2007; Heel & Kehoe, 2005). 

1.2.3 Buyouts 

PE firms typically achieve investments through buyout deals. The acquisition of portfolio 
firms is realized through buyouts in which PE firms and the (incumbent) management 
combine financing with equity and debt to acquire the majority of shares from the current 
owner and set up a new corporate entity (Meuleman et al., 2009). Buyouts are usually 
financed with a considerable amount of debt, up to 90% of the purchase price, which is why 
transactions are often referred to as leveraged buyouts (LBO) (Demiroglu & James, 2010). 
However, buyout deals are not necessarily the same and different forms can be distinguished 
(Wright et al., 2009). Most prominent buyout classifications differentiate buyouts by "type of 
acquirer" or the vendor's main intention for the sale (Jakoby, 2000; Klockner, 2009). Other 
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authors have grouped buyout deals by "mindset" and distinguish, for example, between 
"efficiency" or "revitalization" buyouts (Wright, Hoskisson, & Busenitz, 2001). 

Buyout deals can be distinguished by type of acquirer involved in addition to PE 
firms. In a "Management Buy-In" (MBI), management external to the buyout target 
participates in the acquisition, i.e. is introduced as a new management team, usually with 
ownership shares (Gilligan & Wright, 2008; Cumming et al., 2007). In a "Management 
Buyout" (MBO), the incumbent management team (insiders) participates in the acquisition of 
the buyout target with significant shares (Gilligan & Wright, 2008; Cumming et al., 2007). A 
"Buy-In Management Buyout" (BIMBO) refers to the combination of both MBO and MBI 
(Meuleman et al., 2009). 

Buyout deals can also be distinguished by reasons for the sale of the business. The 
vendor can have different reasons for selling the business in a buyout, including securing 
succession, turnaround, privatization, and spin-off (Klockner, 2009; Jacoby, 2010). For 
example, "succession buyouts" are used to ensure succession of the family business (Scholes 
et al., 2008). "Turnaround buyouts" refers to buyouts involving companies in a crisis which 
need a restructuring process (Klockner, 2009). "Privatization buyouts" (public-to-private) 
involve public companies transferring to private ownership (Gilligan & Wright, 2008). "Spin- 
off buyouts" refer to transactions in which certain divisions of larger corporate entities are 
carved out and are transferred to private ownership (Klockner, 2009). 
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Figure 1-1: Buyout investment process 

Source: Modified, based on Klockner (2009) 



1.2.4 Investment process 

We can structure a stylized PE firm buyout investment into a process which consists of five 
steps as illustrated in Figure 1 (Shepherd, Zacharakis, & Baron, 2003; Klockner, 2009; 
Achleitner & Fingerle, 2003). 

In step one, PE firms screen the market for attractive investment opportunities. 
Multiple sources can be used in this step such as personal networks of investment managers 
or advisors, announced auctions, and other available market information (Batjargal & Liu, 
2004; de Clercq & Dimov, 2008; Klockner, 2009). Certain attractive investment targets are 
selected by PE firms for further consideration and are contacted accordingly. The deal can 
also be initiated by the selling side, i.e. where potential sellers contact PE firms (Klockner, 
2009). 

In step two, PE firms thoroughly analyze the investment target — a process called "due 
diligence". The primary goal of due diligence is to gather and interpret information about the 
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investment target which allows the PE firm to determine its value and whether a deal would 
be promising (Crilly, 1998; Puranam, Powell, & Singh, 2006). Analysis in the due diligence 
step can be related to financial, legal, managerial, and strategic aspects of the business among 
others (Harvey & Lusch, 1995). Due diligence is essentially about "detecting signals" related 
to risks and opportunities associated with the buyout target (Puranam et al., 2006). 
Information generated from due diligence is ultimately translated into PE valuation models. 
Firm valuation is essential for expressing the economic value of a firm in monetary terms and 
thus establishing a basis for price negotiations (Damodaran, 2002; Granata & Chirico, 2010). 
Determining an appropriate value of the family firm is important before the PE buyer makes a 
bid or the vendor agrees to sell. According to financial theory, perceptions of firm value have 
to be supported by expected cash flows likely to be generated from the firm's assets 
(Damodaran, 2002). 

In step three, negotiations take place between buying and selling side in order to 
achieve a transaction agreement. Buyout transactions are complex and include a number of 
financial, tax, and legal issues that need to be resolved between the negotiating parties (Reed, 
Lajoux, & Nesvold, 2007; Cumming & Johan, 2009). Often PE firms try to minimize risks 
with specific contractual terms that are negotiated with the seller (e.g. earn out). 

In step four, PE firms act as active investors and together with the existing or new 
management try to increase the economic value of the portfolio firm (Barber & Goold, 2007; 
Kaplan & Stromberg, 2009). 

In step five, the PE firm exits after a certain holding period (typically 3-7 years) 
(Wright et al., 2009). The exit can take several forms, such as trade sale, IPO or secondary 
buyout (Achleitner & Fingerle, 2003; Scholes et al., 2007). 
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1.3 Literature review 

Every research project requires a point of departure from which it develops a distinct research 
contribution. A scientific point of departure is established if one comprehensively reviews 
previous literature in a particular field to evaluate the current stock of knowledge (Reuber, 
2010). By doing so, it becomes obvious what prior research has contributed to date, its 
shortcomings and research gaps, and where future research can make valuable contributions 
(Reuber, 2010; Tranfield, Denyer, & Smart, 2003). The literature review process of this Ph.D. 
thesis has been structured as follows: Firstly, a clear methodology of review is developed, i.e. 
the principles by which the literature review is conducted. Secondly, the literature is analyzed 
following the previously developed methodology. By doing so, key characteristics and key 
aspects of existing literature are identified and summarized. Thirdly, research gaps which 
might require future consideration are highlighted. Lastly, the review is concluded by 
underlining key insights with relevance for the further course of this thesis. 

1.3.1 Methodology 

A clear methodology is required to conduct a literature review. The "systematic" literature 
review procedure (Tranfield et al., 2003) was structured into five steps which are (1) 
identification of search terms , (2) selection criteria , (3) selection of databases , (4) literature 
identification , and (5) analysis strategy — illustrated in Figure 2. In the following, each step is 
briefly explained to maximize transparency, objectivity, replicability, and reliability of the 
literature review (Tranfield et al., 2003). 
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Figure 1-2: Literature review procedure 

Source: Author 

(1) Identification of search terms. This literature review deals with the research 
interface of (a) PE and (b) family firms. Comprehensive literature reviews for each singular 
research topic and multiple sub-issues are already available for family firms (Handler, 1994; 
Sharma et al., 1997; Casillas & Acedo, 2007; Debicki, Matheme III, Kellermanns et al., 2009) 
and PE (Wright Robbie, 1998; Cumming et al., 2007; Wood & Wright, 2009). Thus, this 
review is specifically focused on the interface of PE and family firms which usually takes 
place when PE firms invest in family firm buyout targets. Research which goes beyond or has 
no particular implications for the research interface is of minor interest for this review. 
Accordingly, the identification of search terms began with keywords related to each side of 
the interface — (a) PE and (b) family firms. The initial list of keywords resort to the author's 
prior experience and is complemented by three interviews conducted with two experienced 
academics in the field of family business research and one practitioner from the PE industry. 



